
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



PROTECTION OF BANK DEPOSITORS. 

BY THE HON. JAilES H. ECKELS, COMPTROLLER OF THE 
CURRENCY. 



The national banking system originated in the financial needs 
of the government during the war period. However much Secre- 
tary Chase may have desired to have a uniform bank currency 
for the country, it is improbable that that object alone would 
have been sufficiently strong to secure the passage of the act of 
1863. A desirable market for the sale of bonds, with the pro- 
ceeds of which the war might be prbsecuted, became a necessity 
before the close of the Eebellion ; and, in the hope of attaining 
such a market, inducements, in the shape of profit on a bank-note 
circulation based upon government bonds, were offered to the 
public. A review of the history of the system shows that the 
Secretary's expectations in this direction failed of fulfillment. 
The feeling of the public was still friendly to the State bank 
system and to State bank circulation. That feeling had mani- 
fested itself in the discussion of the bank act at the time of its 
passage, and was sufficiently strong to have assured the defeat of 
the act if it had been then understood that the State bank note 
was soon thereafter to be completely eliminated from our circu- 
lating medium. It was only after the enactment of the statute 
placing a tax of 10 per cent, upon the note issues of State banks 
that the national system assumed important proportions, that a 
bank market for government bonds was established, and the coun- 
try's bank-note circulation enlarged to any appreciable extent. 

During the years of low prices of government bonds and high 
rates of interest the source of income to the banks was largely 
the profit arising from the issue of circulating notes. The 
deposit feature hardly received the attention it deserved, nor was 
it then the subject of a close and not infrequently dangerous com- 
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petition upon the part of rival banks. The fact that the 
federal government had, through the office of the Comptroller of 
the Currency, supervision of the banks in the new system, the 
uniformity of method in their conduct, the required frequent pub- 
lication of statements of their condition, the Comptroller's right 
of examination into their affairs, his power to enforce assessment 
against shareholders to make good any impairment of capital 
stock, and in case of failure to collect a double liability therefrom, 
all coupled with the providing of certain penalties for the com- 
mission of criminal acts by bank officers and directors, could not 
fail to give them a commanding position in financial affairs in the 
community where they were located. Under these favoring con- 
ditions they attracted to themselves extraordinarily large bank 
deposits. And thus it has come about that deposit banking is 
now the feature, and the issuing of circulating irotes but the 
incident, in national banking, instead of, as in the early history of 
the system, the note-issuing function being the feature and 
deposit banking but the incident. 

Whatever doubt the public may have at first entertained as 
to the value of a national bank note has long since passed away. 
Its interest in that question has given way to solicitude for the 
safety of the depositor. This changed condition has brought 
with it the need of stricter supervision over the banks upon the 
part of the government, and of enforcing more rigidly both the 
direct and implied powers which the bank act has given its officer 
to protect the people against loss through improper, imprudent, 
or criminal banking. The legal theory upon which the govern- 
ment takes to itself the right to supervise and control national 
banks is that they are fiscal agents of the government, and that 
the government is responsible for the redemption of their circu- 
lating notes. Beyond this legal theory, moreover, is the moral 
obligation growing out of the position which the government 
gives these institutions in the confidence of the public by assum- 
ing any right over them whatsoever. The average depositor has 
come to look upon the federal government as morally bound to 
insure to him in the largest measure the safety of his deposit in 
a national bank, just as the holder of a national bank note knows 
it to be legally bound to protect him against loss from the same. 
It is this fact which makes the position of all who have to do 
with national banking largely that of co-operative trustees with 
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the general government for the protection of the funds intrusted 
to the keeping of these banks. In the same attitude are those 
connected with State banks under State supervisory law. 

It is impossible that in the work of maintaining the solvency 
of any bank the supervising governmental officer should be able 
to accomplish more than a part. In the largest degree the duty 
of caring for its interests must fall, as it rightly should, upon the 
executive officers and directors of a bank. The directors select 
the executive officers, and they in turn are, elected by the share- 
holders. The individual shai-eholders are therefore chargeable 
with a duty toward the depositor which is too often lost sight of, 
both by the public and themselves. When a bank failure or a 
bank defalcation occurs the public is apt to forget the duties of 
any official connected with it except the governmental super- 
visory officer, and is apt to charge him, because of this mere 
supervision, with a full responsibility, when the blame should 
fall wholly upon those whose oaths require of them to have 
such a knowledge of its affairs as would, if acted upon, have 
prevented such failure or defalcation. The Comptroller of 
the Currency and the State Bank Superintendent can do 
nothing more than undertake to obtain the best knowledge of 
a bank's condition possible, through examinations made and 
reported to them by agents of their appointment as frequently as 
the necessity of each case may seem to dejtnand. Under the most 
favorable circumstances these examinations must be infrequent 
and limited in the time occupied in the making of them. The 
officers of the government, National or State, are not in a posi- 
tion to control each and every affair of the bank, nor to regulate 
the individual conduct of the bank's officers. They cannot pass 
judgment upon every loan as it is made, nor enforce the adoption 
of this or that particular method of bank bookkeeping. Their 
opportunities are confined to informing themselves upon certain 
matters essential to the proper discharge of the duties attaching 
to their office, to seeing that certain legal requirements are com- 
plied with, and to making suggestions as to the conduct of a 
bank, the carrying out of which rests entirely in the discretion 
and honesty of its officers. This supervisory control in no wise 
is intended by the law to relieve or excuse directors of banks 
from active vigilance on their part. It but emphasizes their duty 
in this regard. 
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The National Bank Act created the office of the Comptroller of 
the Currency. His duty, outside of each year reporting to Congress 
a summary of the condition of the national banks of the country, 
together with statistics of the State and sayings banks, and sug- 
gesting any amendments to the laws by which the system may be 
improved, is to carry into effect the laws relative to the organiza- 
tion, the conduct, and the liquidation of every bank belonging to 
the system. His power of supervision results from his duty to 
see that the shareholders of a bank maintain unimpaired the cap- 
ital stock of such bank. In order to do this intelligently he is 
empowered to appoint, with the approval of the Secretary of the 
Treasury, as often as shall be deemed necessary or proper, suita- 
ble person or persons to make an examination of the affairs of 
every banking association. The person so appointed has the 
power to make a thorough examination into all the affairs of the 
association, and in doing so he may examine, if necessary, any of 
the officers or employees thereof on oath. The result of such ex- 
amination is made to the Comptroller in a full and detailed report. 
The examinations of national banks are made as a rule semi-annu- 
ally unless the conditions are such as to require more constant su- 
pervision. Their object, while primarily to ascertain if the capital 
stock of the bank is impaired, is so extended as to prevent any 
irregularities, violations of law, misappropriation of funds, or 
mismanagement on the part of the officers of the bank. They de- 
sign as far as possible to detect criminal violations of the law, 
where.su ch have occurred, and thus prevent further loss to the de- 
positors and stockholders. The examiners act entirely under 
written instructions from the Comptroller. They are required in 
all cases to make examinations without any notice to the bank 
and as unexpectedly as possible. They commence their examina- 
tions at either the close or commencement of the business of the 
day, as it would be impossible to make comparison of all the as- 
sets of the bank with the books while the business was in active 
progress. Upon entering the bank, the examiner takes posses- 
sion of all of its assets and retains them until he 
has counted the cash and verified all of the items of 
stocks, bonds, loans, and discounts, and balances on 
the ledger and other books used. He counts the cash, examines 
the list of loans and discounts and collateral held therefor, notes 
all loans and discounts to directors and officers, and to enter- 
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prises in which they are interested. He also examines the list of 
all stocks, securities, etc., held by the bank and all real estate 
and mortgages held and owned by it. He takes off a balance of 
account of the individual ledger or ledgers, and verifies outstand- 
ing certificates of deposit, certified checks, and cashier's checks. 
He also takes off balance of stock ledger, examines stock certifi- 
cate book, and profit and loss and expense accounts. He ex- 
amines the minutes of directors' meetings, discount committee 
meetings, and shareholders' meetings. He examines into the 
condition of the lawful money reserve of the bank for the thirty 
days preceding the examination and compares the bank's copy 
of the last report of condition with its books at the same date. 
He is required to send out a verification circular on blanks 
furnished from the Comptroller's office to all banks to 
which or from which balances are due, to all parties 
from whom money has been borrowed on bills payable, 
certificates of deposit, or notes and bills rediscounted; to all parties 
to whom items have been sent for collection, and to all officials in 
whose name State, county, or municipal funds are deposited. 
Having done all this, he makes a report to the Comptroller of the 
Currency showing the character of the loans and discounts, the 
loans exceeding the 10 per cent, limit, the amount of overdrafts, 
the amounts of money borrowed by the officers and directors of 
the bank, the general character of the officials, the manner of the 
conduct of the bank, together with many other things unnecessary 
to be here enumerated. Upon the basis of this report letters of 
criticism are sent to the banks reported upon and an effort is made 
to have all matters at fault corrected. If the point is a serious 
one or the bank's condition a source of anxiety, letters are sent to 
the individual directors calling their attention to the letter of 
criticism sent the bank and a reply under the joint signatures of 
all is required. 

In spite of all these precautions, and an honest attempt to 
enforce the provisions of the law, bank failures not infrequently 
occur, and defalcations are found. A search through the history 
of these failures, where there has been no dishonesty, but only 
imprudent and improvident banking, shows that in the majority 
of instances such banks engaged either in speculative enterprises 
or failed to receive attention from their directors. Bank defalca- 
tions, it has been found, are not less often due to inattention of 
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directors or unwarranted overconfidence on their part in the 
bank's employees, or unwillingness to adopt the best methods of 
bank bookkeeping. They are most frequently detected by the 
examiners in comparing the balances on individual ledgers with 
those on the general ledger, and by verifying the accounts with its 
correspondent banks and bankers. The verifying of the accounts 
with correspondents has brought to light in more than one 
instance false entries on the books made to cover defalcations. 
Here and there a bank over which the Comptroller has no super- 
vision refuses to furnish the information requested, but such 
policy is a short-sighted one, and is an encouragement to wrong- 
doing. The balancing of individual ledgers has given rise on the 
part of the Comptroller's office to more criticism than any 
other one point in the management of banks, because 
where a system of ledger is used which does not 
show the balance of each account kept therein, it is of course 
impossible for an examiner without spending more time than is 
at his disposal to verify its correctness, and thus a defalcation 
may he covered up for an indefinite time. That such is the 
case is clearly shown by the fact that in many instances where 
banks have adopted a more modern form of ledger, in compliance 
with suggestions from the Comptroller's office, defalcations have 
been discovered which otherwise would still have been unde- 
tected. The recent defalcation on the part of the bookkeepers 
of the Union National Bank of New Orleans, which delayed 
long in carrying out the suggestion of the Comptroller for a 
change of books, was discovered in transferring the accounts of the 
bank from the old style of ledgers formerly used to the new ledgers 
suggested. The same thing occurred in the instance of The 
National Shoe and Leather Bank of New York City, where 
a large defalcation was covered up by fictitious entries 
on the individual ledgers. As a means of preventing 
defalcation on the part of bank officials, either aided by 
confederates within or without the bank, the importance of 
adopting a daily balance system of individual ledger, or at 
least a three-column ledger which will show the balance of each 
account every time it changes, cannot be overestimated. In this 
matter, however, as in many others the supervisory officer of the 
government can only suggest the necessity of it to those in charge 
of the bank. The law gives him no power to enforce his sug- 
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gestion. In some cases, when the danger is pointed out, the 
officers of the bank criticized resent the suggestion as not 
within the province of the Comptroller and wholly a matter for 
them to deal with. The balance of each depositor's account 
should be visible at a glance and a trial balance enabled to be 
taken off at any date with very little labor, so that a comparison 
of such trial balance could be made with the account of deposit 
on the general ledger, with which account the aggregate of bal- 
ances should always agree. The best and final test, however, of 
the correctness of balances on the individual ledger, is a com- 
parison with the same of the entries on the depositors' passbooks. 
The safety of a bank against defalcation, either through the act of 
a single official or through a conspiracy between accomplices, lies 
in frequently and regularly calling in such passbooks and having 
them compared with the ledger by some person other than the 
bookkeeper who makes the entries therein. Unless this test ap- 
plied to passbooks is made, the directors of a bank have no guar- 
antee, even with the best system of bookkeeping, that fraud may 
not be perpetrated. So, too, where more than one individual 
bookkeeper is employed, they ought to exchange ledgers from 
time to time without notice as an additional safeguard. In this 
connection it may be stated that this principle ought to be ap- 
plied as far as possible to all the work done in a bank, as experience 
shows that the surest preventive against wrong-doing or dishon- 
esty is some system which provides that the work of each 
officer or employee is verified and checked by a person other 
than himself. 

It has been frequently suggested that the Bank Examiner 
ought, if he had called in the passbooks of the bank, to have 
discovered defalcations resulting from conspiracies between em- 
ployees of the bank and outside depositors. The obstacle to this 
practice lies in the fact that it would consume more time in an 
examination than is practicable, and keep an examiner in a bank 
for so long a time that suspicion might be aroused as to its con- 
dition when no cause for such suspicion really existed. It would 
thus result that runs would be made upon banks, and perfectly 
solvent ones be compelled to close. It is not the duty of either 
the Comptroller or of his agent to attend to these details. It 
rests with the directors of the banks to insist that the executive 
officers whom they choose shall manage the bank with such care 
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that wrong-doing is impossible. It is also their duty to see that 
this is done. The directors of banks too often fail to realize the 
importance of the office which they hold. They ought dili- 
gently and honestly to administer the affairs of the association 
over which they preside. They have no right to leave the man- 
agement of the bank to the president, or cashier, or both, but 
ought to insist on knowing what is being done, and how it is 
being done. They ought to make thorough and frequent exam- 
inations of the bank, both as to the honesty of its conduct and 
the solvency of the paper which it accepts. It is their business 
to know that the transactions of the banks with which they are 
connected are properly carried out, and that such methods of 
bookkeeping and checking of accounts are adopted as would 
effectually remove opportunities for dishonesty. They owe this 
much to shareholders who elect them, and to depositors and 
creditors who, relying upon their doing their duty, give credit to 
the institution they are attached to. 

It is not improbable that better results would be obtained in 
the examination of banks if examiners were paid a fixed yearly 
salary with an allowance for expenses. The mode of payment 
now in vogue is in most places, outside of reserve cities, an allow- 
ance of a fee of twenty dollars for each bank examination. Out 
of this sum the examiner is required to pay both his traveling 
and his living expenses. In order to meet such expenses and 
leave a suitable compensation for his labor, he must of necessity 
examine a bank with more rapidity than in many instances he 
ought. There are cases where several days should be occupied 
in the examination of a very small bank,but the examiner cannot 
afford to give the necessary time. If, however, he was employed 
under a fixed salary paid out of a fund to be contributed by all 
the banks, together with the payment of his necessary expenses, 
each bank with which he had to do could receive the attention 
which it demanded. 

In the last analysis, however, the proper conduct of a bank 
must result more from the acts of those entrusted with its keep- 
ing than from the acts of the officers of the law. If such bank • 
officers are dishonest, careless, or indifferent, the best govern- 
mental supervision and the closest scrutiny of their acts will 
many times be thwarted. If such directors and officers fail to 
pay every attention to the conduct of the bank's employees out- 
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side of office hours as well as during them, they are apt at any 
time to be confronted with dishonesty and loss. They have no 
right themselves, nor have they a right to permit their em- 
ployees, to indulge in speculation, whether it be upon the board 
of trade, the stock market, in real-estate subdivisions, or dubious 
manufacturing enterprises. The position which they occupy is so 
largely a fiduciary one that the community in which they reside 
has a right to expect of them the utmost care and prudence in both 
the keeping and the- lending of the moneys which they handle. 
If they borrow from their own banks they should hold themselves 
to a stricter account as to security for their loans than they do 
to a stranger dealing with the bank, because they occupy the dual 
position of both lender and borrower. If they do not, they are 
apt to encourage wrong-doing among the bank's employees, en- 
gage in hazardous undertakings with the bank's funds, and ulti- 
mately involve the bank in scandal, themselves in disgrace, and 
the community in loss. The security of the bank depositor is 
certain to be maintained if bank officers and directors co-operate 
with the supervising officers and insist that both the spirit and 
the letter of the bank act be carried out. It can never be made 
absolutely sure, however, if the examining is all done by the gov- 
ernmental officers and none by the directors. Examinations by 
both, thorough and complete, are essential, and the depositor has 
a right to demand of the latter as much attention to official duty 
and official oath as of the former. He is entitled to the very 
best service of both. 

James H. Eckels. 



